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Theory
& Practice
Cost Accounting Standards Board
Marilyn J. Nemec, CPA
Partner, Alexander Grant & Company
Chicago, Illinois
GUEST WRITERS: This column was written
by Dr. Jo-Anne Gibson and Lynda Kern.
Dr. Gibson is Associate Professor in the
School of Business of Samford University in
Birmingham, Alabama. She holds a Ph.D. in
economics from the University of Mississippi
and is a member of the Birmingham Chapter of
ASWA.
Ms. Kern is an accountant with the Alabama
Bancorporation in Birmingham, Alabama. She
earned a B.A. with a major in accounting from
the University of Alabama in Birmingham.

The purpose of this column is to present a
general overview of the development of
the Cost Accounting Standards Board by
examining its organization, objectives,
and operation. A brief summary of the
issued and proposed standards as of De
cember, 1975, is presented. Although the
Board's responsibilities are narrow in
scope at present, it does have the potential
to exert significant impact on the account
ing profession.

Statement of the Problem
The late 1960's was a period of tremen
dous increase in defense expenditures,
accompanied by allegations that some
contractors were reaping excessive profits
through cost manipulations on defense
contracts. In evaluating performance on
negotiated defense contracts, Congress
and the Department of Defense ques
tioned the increasing amounts and fre
quency of cost overruns. Comparing ac
tual contract costs with the bid estimates
became an impossible task because of the
lack of consistency within any one firm
relative to the cost accounting practices
employed in the preparation of bids and
the subsequent accumulation and report
ing of actual costs. There was also a lack of
uniformity among the various govern
ment contractors, a fact which further
impeded comparability.1 In 1968 the sub24 / The Woman CPA

ject of uniform cost accounting standards
for defense contractors was being consid
ered by the Committee on Banking and
Currency in connection with the extension
of Section 707 of the Defense Production
Act of 1950.2 This section of the Act reads
as follows:
No person shall discriminate against
orders or contracts to which priorities
are assigned or for which materials or
facilities are allocated under Title I of
this Act or under any rule, regulation,
or order issued thereunder, by charg
ing higher prices or by imposing differ
ent terms and conditions for such or
ders or contracts than for other gener
ally comparable orders or contracts or
in any other manner.
As a result of the findings of these
committee hearings, Public Law 90-370
was signed on July 1, 1968. This law
provided for a study to be conducted by
the General Accounting Office (GAO)
under the Comptroller General in cooper
ation with the Secretary of Defense and
Director of the Bureau of the Budget. The
study was to investigate the feasibility of
applying uniform cost accounting
standards to all negotiated defense con
tracts of $100,000 or more. The results of
the study were reported to Congress in
January, 1970.
During the course of the study by the
GAO, many problem areas in government
defense contract costing were revealed.
Indirect cost allocation emerged as the
major problem in contract accounting.
Many questionable cost accounting prac
tices were identified, including the charg
ing of capital outlays by contractors to
current expenditures and passing the cost
on to the government. Also found was the
practice of "double counting," whereby
the contractor recovered the same charge

as both a direct cost and as a charge to
overhead. Another questionable proce
dure was the failure to credit the govern
ment with refunds and discounts received
by the contractor in connection with gov
ernment contracts. The study concluded
that uniform cost accounting standards
were not only feasible but also highly
desirable.3
In response to the need for some device
by which uniform standards could be
achieved, Congress created the Cost Ac
counting Standards Board (CASB) in Au
gust 1970, with P.L. 91-379, and amend
ment to the Defense Production Act of
1950. The CASB, acting as an agent of
Congress and independent of the execu
tive departments, was charged with the
promulgation of uniform cost accounting
standards aimed at achieving uniformity
and consistency in the cost accounting
practices of contractors and subcontrac
tors receiving negotiated defense con
tracts in excess of $100,000.4

CASB: Organization,
Objectives, and Operation
The CASB, as an agent of Congress, but
established independent of the executive
departments, was formally organized in
January 1971 following the initial appro
priation of funds for its operations. Its
stated purpose is to promulgate cost ac
counting standards designed to achieve
uniformity and consistency in the cost
accounting principles followed by defense
contractors and subcontractors under
Federal contracts.
The Board is composed of five members:
two appointed from the accounting pro
fession, one industry representative, one
government representative, and the
Comptroller General of the United States
who serves as chairman. Members serve
part time and are appointed for four-year

terms by the Comptroller General.5 Meet
ings are held monthly, lasting from one to
three days. The Board is assisted in its
mission by a full-time staff of twenty-two
professionals and thirteen administrative
and clerical employees under the supervi
sion of the Executive Secretary hired by
the Board. Unlike many research bodies
the CASB is not hampered by a lack of
funds. In 1974 its operating budget was
approximately $1.5 million.6
In promulgating each cost accounting
standard, the Board is guided by several
objectives:7
1. Measure the amount of costs which
may be allocated to covered contracts.
2. Determine the accounting period to
which costs are allocable.
3. Determine the manner in which allo
cable costs can be allocated to covered
contracts.
The Board is not bound by any for
malized procedures other than the re
quirement for exposure of proposed
standards through the Federal Register.
However, in 1973 the CASB issued its
Statement of Operating Policies, Procedures,
and Objectives and attempted to set forth a
conceptual framework for its work. In the
Statement the Board adopts the concepts of
fairness, uniformity, consistency, verifia
bility, allocability, and materiality to guide
the members in arriving at standards
which will improve cost identification,
accumulation, and reporting for defense
contractors.8
As a preliminary to the promulgation of
a standard the Board considers existing
practices relative to a specific area. It
establishes what the practice is, discovers
reasons supporting different practices in
similar circumstances, and determines the
appropriate criteria for the selection of
practices in the given circumstances. The
Board does not presume that the existing
practice is or is not the most desirable
one.9
The staff conducts extensive back
ground research on the specific area of
interest and presents proposals to the
Board. Research usually begins with a
thorough study of library materials.
Members of the staff will visit with those
contractors who have indicated an interest
in the Board's work and who appear to be
knowledgeable about the specific subject.
A number of interviews will be completed
before proceeding with the research.
When the project director and staff feel
that they are ready to draft a cost account
ing standard, they will proceed to do so.
The staff will develop a proposed standard
for discussion purposes and circulate this
draft standard to those contractors who
have already cooperated in the project and

to other interested parties. Their com
ments will be used by the project director
in revising the proposed standard. After
exposure of one or more staff drafts, the
project director will decide that the pro
posed standard is ready for scrutiny by the
Board. It is then that the proposed
standard is distributed to the Board mem
bers.10
At this time the Board may be asked
only for advice or, if the project director
thinks that sufficient work has been done,
the Board may be asked that the proposed
standard be published in the Federal Regis
ter. Board permission must be secured for
such formal exposure.
Publication of the proposed standards
in the Federal Register, in addition to being
required by legislation, provides the
Board with the means of getting responses
from a broad cross-section of the govern
ment contracting industry and others. The
Board concerns itself with the administra
tive costs of implementation and the prob
able benefits of adoption. Based upon the
response to the Federal Register exposure,
another revision of the standard may be
made by the staff after much discussion
with the Board. Finally, a draft is de
veloped on which a formal vote is taken
and the standard is or is not approved for
promulgation. After approval by the
Board the standard is promulgated by
publication of the final wording in the
Federal Register. Standards so promulgated
are then transmitted to Congress, where
they remain for a period of sixty days of
continuous session. During that sixty days
the two houses of Congress can pass a
concurrent resolution stating that the
Congress does not favor the proposed
standard, in which case it would be with
drawn or modified. If both houses of
Congress do not pass resolutions disap
proving the standard within sixty days,
the standard becomes final with the full
force and effect of law. It is then required
to be included in negotiated defense con
tracts over $100,000.11

Disclosure Statement
Section 719 of P.L. 91-379 requires written
disclosure of cost accounting practices of
all contractors receiving negotiated prime
defense contracts in excess of $100,000
(raised to $500,000, effective January 1,
1975). On February 24, 1972, the CASB
sent to Congress the Disclosure State
ment, an extensive questionnaire to be
used by contractors to detail their cost
accounting practices. Easing its im
plementation somewhat the Board ini
tially required the Disclosure Statement of
companies receiving negotiated prime de
fense contracts in excess of $30 million in

fiscal 1971; but on April 1, 1974 the disclo
sure requirement was extended to each
company which received defense con
tracts subject to CASB rules during fiscal
1972 or 1973 totaling more than $10 mil
lion.12 In 1974 the CASB sent to Congress
an additional Disclosure Statement de
signed for colleges and universities receiv
ing negotiated defense contracts.13
Using the Disclosure Statement, the
contractor is required to disclose in writing
its cost accounting practices, to follow the
disclosed practices consistently, and to
comply with all standards in effect on the
date of the award of any covered con
tract. 14 Once the Statement is filed, it must
be amended to reflect any changes in cost
accounting practices, whether the
changes are self-initiated or required by
subsequently issued standards. Failure to
follow the standards or to apply them
consistently will result in a contract price
adjustment, with an interest charge not to
exceed 7 per cent.15
The Disclosure Statement has served
two purposes to date. First, it has enabled
the Board to accumulate a computerized
data bank of information on existing cost
accounting practices.16 Second, it sets an
interim standard requiring contractors to
adhere to their disclosed practices until
the Board may establish different ones.17

Standards
The following sections are included in the
official statement of a cost accounting
standard: general applicability, purpose,
definitions, fundamental requirement,
techniques for application, illustrations,
exemptions, and effective date.18 The is
sued and proposed standards of the CASB
as of December 1975 are summarized in
the following paragraphs.19
Standard 401: "Consistency in Estimat
ing, Accumulating, and Reporting Costs"
requires that a company be consistent in
presenting cost data in making price pro
posals on a contract and in subsequently
accumulating and reporting the actual
costs of performance under the contract.
Standard 402: "Consistency in Allocat
ing Costs Incurred for the Same Purpose"
is a companion to Standard 401 and is
designed to eliminate "double counting,"
whereby the same type of cost is charged
in the same period to the contract as both a
direct cost and as a charge to overhead.
The costs are required to be allocated on
one basis only. This standard then re
quires that all costs incurred for the same
purposes in like circumstances be treated
either as direct costs only or as indirect
costs only in making allocations to final
cost objectives.
Standard 403: "Allocation of Home Of
July 1976 / 25

fice Expenses to Segments" requires that a
contractor allocate the home office ex
penses equitably to segments on the basis
of the beneficial or causal relationship
between the supporting and receiving
activities. Criteria for the allocation are
clearly set out in the standard.
Standard 404: "Capitalization of Tangi
ble Assets" sets out the requirements of
contractors as regards the capitalization
policies. The contractor must have a writ
ten capitalization policy which is followed
consistently. The policy criteria mini
mums for determining whether an item is
to be expensed or capitalized shall not
exceed a useful life of two years and a cost
of $500; however, a shorter useful life or a
smaller amount may be established. The
standard also details capitalization of con
structed and donated assets.
Standard 405: "Accounting for Unal
lowable Costs" requires that costs deter
mined to be unallowable by procurement
regulations are to be identified and
excluded from government billings,
claims, etc. Unallowable costs are to be
accorded the same cost accounting treat
ment as allowables and, if part of an
indirect-cost allocation base, they are to
remain as part of the base and bear their
pro-rata share of all costs within the indi
rect pool.
Standard 406: "Cost Accounting
Period" sets forth criteria for the selection
of time periods to be used for contract cost
accumulation and allocation. The contrac
tor's fiscal year is to be used unless an
alternate period is mutually agreed upon
by the contracting government agency
and the contractor.
Standard 407: "Use of Standard Costs
for Direct Material and Direct Labor"
specifies criteria allowing the use of
standard costs in accumulating, estimat
ing, and reporting costs of direct labor and
direct materials. It also provides for the
allocation of standard cost variances to
final cost objectives.
Standard 408: "Accounting for Costs of
Compensated Personal Absence" requires
that the costs of compensated personal
absence be assigned to the period in which
the entitlement is earned.
Standard 409: "Depreciation of Tangible
Capital Assets" requires that the method
of depreciation used for financial account
ing also be used for contract accounting
unless that method is unacceptable for tax
purposes or does not accurately reflect the
expected consumption of services for the
asset. The contractor is allowed a two-year
period in which to develop records on past
experience to support estimates of useful
life. Only assets acquired by the contractor
after the beginning of the fiscal year fol-
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lowing receipt of a CASB-coveredcontract are subject to this standard.20
Standard 410: "Allocation of Business
Unit General and Administrative Expense
to Cost Objectives" defines general and
administrative expenses and establishes
criteria for their measurement and alloca
tion. This standard is proposed, but the
final issuance is expected in early 1976.21
Standard 411: "Accounting for Acquisi
tion Costs of Materials" states that mate
rial cost will be the net acquisition cost of a
category of materials, regardless of the use
of a material inventory account. LIFO is
not an acceptable inventory costing
method under the provisions of this
standard.22
Standard 412: "Cost Accounting
Standards for Composition and Mea
surement of Pension Costs" deals with the
measurement of pension costs and their
assignment to cost accounting periods.23
Standard 413: "Adjustment of Histori
cal Depreciation Cost for Inflation" would
allow depreciation on cost measured in
terms of purchasing power rather than on
historical cost. The Board has chosen in
this standard to measure the impact of
inflation in terms of the observed erosion
of purchasing power. This standard is still
in the preliminary proposal stages and has
not been issued.24

Conclusions
This paper has been an elementary,
straightforward look at the Cost Account
ing Standards Board. It is felt that greater
public and professional awareness of the
Board's work and participation in the
formulation of uniform standards is vital
to insure fairness and less controversy
after promulgation. Recognizing the legal
force behind CASB standards, regardless
of their general acceptability, emphasizes
the difficult task of the FASB in the formu
lation of generally accepted accounting
principles. The CASB's work in capitaliza
tion and depreciation of capital assets,
pension costs, and inflation accounting
imply increasing influence on financial
accounting practices.
The cost accounting standards promul
gated by the CASB have the full force of
the law behind them. The proposed
standard becomes law if Congress has not
acted on it within sixty days of continuous
session, rather than requiring specific pas
sage by Congress. This step in the proce
dure of issuing new standards bears
watching since the work done by the
CASB has the potential of causing a great
impact on the accounting profession and
the financial management decisions of
most companies. Hopefully, however, by
following the procedures which the Board

has outlined for itself, sufficient research
will have been done before any proposed
standard reaches the stage of becoming
law. Certainly the promulgation of uni
form and consistent cost accounting
standards will improve communication in
defense contracting, reduce the number of
disputes, and at the same time make
equitable settling of contracts an easier
task.
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